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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC S E R V I C E  COMMISSION 

I n  the Hatter ofr 

THE APPLICATION OF FERN HILL UTILITIES, 1 
I N C . ,  FOR AN ADJUSTMENT OF RATES PURSUANT ) 
TO THE ALTERNATIVE RATE ADJUSTMENT FOR 1 
SMALL UTILITIES 1 

CASE NO. 9102 

O R D E R  

On March 2 0 ,  1985,  the Commission issued a f i n a l  Order i n  

this case f i n d i n g  that F e r n  H i l l  U t i l i t i e s ,  Inc., ( " F e r n  H i l l " )  

had s u f f i c i e n t  revenues .  This O r d e r  also f i n d s  a r e v e n u e  s u f f i -  

c i e n c y  a n d ,  t h e r e f o r e ,  does n o t  g r a n t  a d d i t i o n a l  r e v e n u e s .  

On A p r i l  8 ,  1985, F e r n  H i l l  f i l e d  a p e t i t i o n  f o r  r e h e a r i n g  of 

three i s s u e s :  r o u t i n e  maintenance e x p e n s e ,  o r i g i n a l  cost  of u t i l -  

i t y  p l a n t ,  a n d  i n t e r e s t  e x p e n s e  on  long- t e rm d e b t .  The Cornis- 

s i o n ' s  O r d e r  of A p r i l  29,  1985,  g r a n t e d  r e h e a r i n g  on these i s s u e s .  

Rehea r ing  of the r o u t i n e  m a i n t e n a n c e  e x p e n s e  issue was h e l d  on 

J u n e  5, 1986, in a companion case, Case No. 9101,  The A p p l i c a t i o n  

of Envfro u t i l i t i e s ,  Inc.8 For a n  Ad jus tmen t  of Rates Pursuant t o  

the A l t e r n a t i v s  R a t a  F i l i n g  P r o c e d u r e  for Small U t i l i t i e s .  The 

remain ing  two issues were s c h e d u l e d  for r e h e a r i n g  on J u n e  2 5 ,  

1985. On J u n e  1 4 ,  1965, F e r n  Hill r e q u e s t e d  a postponement of t h e  

J u n e  25 h e a r i n g  t o  t h e  period of July 1 5  t h r o u g h  July 20,  1985. 

On J u n e  18, 1985, Fern  H i l l ' s  r e h e a r i n g  was continued u n t i l  

f u r t h e r  notice. 



By c o r r e s p o n d e n c e  of J u l y  23, 1985, t h e  Commission required 

F e r n  H i l l  to m a i l  a n o t i c e  statement of t h e  p r o p o s e d  rates to  e a c h  

of F e r n  H i l l ' s  c u s t o m e r s .  By its Order  of October 2, 1985,  t h e  

Commission s c h e d u l e d  r e h e a r i n g  f o r  O c t o b e r  15, 1985 ,  on  t h e  

remain ing  issues of o r i g i n a l  cost of u t i l i t y  p l a n t  and i n t e r e s t  

expense on long-term debt.  Dur ing  the r e h e a r i n g  s e v e r a l  of F e r n  

H i l l ' s  c u s t o m e r s  p r e s e n t e d  t e s t i m o n y  a n d  comments concerning the 

r e a s o n a b l e n e s s  of Fern  H i l l ' s  p r o p o s e d  ra tes .  F e r n  H i l l  o f f e r e d  

no  t e s t i m o n y ,  no  comments,  and  p r e s e n t e d  n o  e x h i b i t s .  

On November 6, 1985, F e r n  H i l l  f i l e d  a b r i e f  w h e r e i n  i t  

s t a t e d  t h a t  it d e c l i n e d  t o  p u r s u e  a n y  f u r t h e r  t h e  i s s u e s  of orig- 

i n a l  cost of u t i l i t y  p l a n t - i n - s e r v i c e  or i n t e r e s t  e x p e n s e  on l o n g -  

t e r m  deb t  a t  t h i s  t i m e .  

The f o l l o w i n g  d i s c u s s e s  t h e  Commiss ion ' s  f i n d i n g s  and  opFn- 

i o n s  regarding t h e  i s s u e s  of: r o u t i n e  m a i n t e n a n c e  expense,  o r i g f -  

n a l  c o s t  of u t i l i t y  p l a n t - i n - s e r v i c e ,  and  i n t e r e s t  e x p e n s e  o n  

long-term d e b t .  

R o u t i n e  M a i n t e n a n c e  Expense  

A s  u n d e r s t o o d ,  t h e  Commiss ion ' s  d e t e r m i n a t i o n  w i t h  respect t o  

t h e  r o u t i n e  m a i n t e n a n c e  i s s u e  i n  Case No. 9101  will be followed i n  

t h i s  case. T h e r e f o r e ,  the f i n d i n g s  w i t h  regard to t h e  r o u t i n e  

m a i n t e n a n c e  fee as d e l i n e a t e d  i n  t h e  O r d e r  i n  t h i s  p r o c e e d i n g  

d a t e d  March 2 0 ,  1 9 8 5 ,  are affirmed. Thul ,  n o  i n c r e a a e  i n  t h e  

r o u t i n e  m a i n t e n a n c e  fee8 is a l l o w e d .  

Original C o s t  of U t i l i t y  P l a n t - i n - S e r v i c e  

The Commiss ion ' s  i n i t i a l  f i n d i n g  and c o n c l u s i o n  in t h i a  case 

was t h a t  Fern  Hill's u t i l i t y  p l a n t - i n - s e r v i c e  was f u l l y  
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contributed, fully recovered through the sale of lots or fully 

depreciated except for plant additions of $14,439 since the 

acquisition of Fern Hill. Having been presented with no evidence 

contrary to its original determination, t h e  Commission affirms its 

original conclusion on this issue. 

Interest Expense on Long-Term Debt 

In its original decision, the Commission denied depreciation 

expense and the amortization expense on the plant acquisition 

adjustment. In similar instances the Commission would not a l l o w  

the interest expense on debt to finance the acquisition of the 

plant. However, in this case the circumstances are somewhat 

unique and the Commission gave further consideration to the inter- 

est expense issue. First, upon the acquisition of Fern Hill by 

Carroll Cogan Companies, Inc. ("CCC"), the mortgage was reissued 

at the amount outstanding at the time of the transfer plus amounts 

for certain prior period operating losses which were disallowed 

for rate-making purposes in the Case No. 7803. The prior 

mortgage had been legally secured by an exclusive pledge of the 

assets of Fern Hill and in full force of legal fact was an 

obligation to Fern Hill. Therefore, the lien on the sewer prop- 

erty was valid and consequently became an obligation of the sewer 

utility. Second, the Commission allowed, in Case No. 7803, the 

Application of Andriot-Davidnon's Setvico Co., I n c . ,  D/B/A 
Fern Hi11 Willty, Inc., for Authority to Acquire and Operate 
the Sewage Treatment Plant Operated by Fern Hill Co., Inc., in 
Jefferson County, Kentucky and Application of Andriot- 
Davidson'a Service Co., Inc., D/B/A Fern Hill Utility, Inc., 
for an Order Adjusting the Rates Currently Charged by Fern 
Hill Co., Inc. 
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p u r c h a s e  of F e r n  H i l l  by CCC a n d  i n c l u d e d  in te res t  on t h e  long-  

term d e b t  i n  d e t e r m i n i n g  t h e  r e v e n u e  r e q u i r e m e n t s  of F e r n  Hill 

u n d e r  t h e  new o w n e r s h i p .  T h i r d ,  t h e  payment  of p r i n c i p a l  a n d  

i n t e r e s t  on  t h e  o u t s t a n d i n g  deb t  of F e r n  H i l l  requires a cash 

o u t l a y  w h i c h  c a n n o t  b e  m e t  w i t h o u t  some p r o v i s i o n  f o r  i n t e r e s t  

e x p e n s e  for r a t e - m a k i n g  p u r p o s e s .  T h e r e f o r e ,  i n  t h e  i n t e r e s t  of 

f a i r n e s s  t o  t h e  u t i l i t y  and  as a m e a s u r e  of s e c u r i t y  for t h e  

c o n t i n u e d  safe and  r e l i a b l e  o p e r a t i o n  of F e r n  H i l l  for t h e  b e n e f i t  

of t h e  r a t e p a y e r s  the Commission i n c l u d e d  a p r o v i s i o n  for i n t e r e s t  

on l ong- t e rm d e b t  for r a t e - m a k i n g  p u r p o s e s  i n  t h i s  i n s t a n c e .  As a 

means of m i n i m i z i n g  t h e  impact  of t h i s  cost t o  t h e  ratepayere and 

to  s p r e a d  t h e  f i n a n c i n g  cost  to  t h e  r a t e p a y e r s  e q u a l l y  over t h e  

l i f e  of t h e  l o a n ,  t h e  Commission c o n t i n u e d  the methodology estab- 

lished i n  Fern H i l l ' s  l a s t  case of using t h e  a v e r a g e  in te res t  

e x p e n s e  o v e r  t h e  l i f e  of t h e  loan. Therefore, i n  consideration of 

t h e  r ea l i t i e s  of F e r n  H i l l ' s  u n i q u e  s i t u a t i o n ,  and upon a t h o r o u g h  

r e v i e w  of t h e  r e a s o n a b l e n e s s  of t h e  rates g r a n t e d  h e r e i n ,  t h e  

Commission c o n c l u d e d  that $ 2 1 r 2 3 9  is the appropr ia te  a n n u a l  i n t e r -  

e s t  e x p e n s e  to  b e  u s e d  for  r a t e - m a k i n g  p u r p o s e s  in t h i s  i n s t a n c e .  

S i n c e  Fe rn  H i l l  d e c l i n e d  to  p u r s u e  t h i s  issue o n  r e h e a r i n g  

t h r o u g h  i ts  br ie f  of November 6 ,  1985, and  has offered no new 

e v i d e n c e  wh ich  could be subject to  r e v i e w  by t h e  Commission or t h e  

i n t e r v e n o r s ,  t h e  Commission m u s t  affirm its o r i g i n a l  d e c i s i o n .  

However, F e r n  H i l l  d i d  offer a n  o b j e c t i o n  t o  t h e  f a i r n e s s  Df 

t h e  Commiss ion ' s  d e c i s i o n  t o  use t h e  a v e r a g e  i n t e r e s t  expense o v e r  

the life of the l o a n .  I n  summary, F e r n  H i l l  c i t ed  t h a t  t h e  n e a r  

term cash s h o r t f a l l  d u e  to t h i s  d e c i s i o n  f e  a p p r o x i m a t e l y  $12,000 
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annually with no assurance of further recovery due to potential 

acquisition of Fern Hill by Louisville and Jefferson County 

Metropolitan Sewer District ("MSD") . The Commission considers the 

substance of this objection to be highly speculative in that it 

attempts to predict the outcome of economic events s u b j e c t  to 

negotiation and is based on some unspecified future time period. 

Furthermore, the Commission believes in this case that Fern Hill 

was treated very f a i r l y  in regard to the rate-making treatment of 

interest expense o n  long-term debt. The Commission is of the 

opinion if Fern H i l l  is concerned about losing any investment in 

its operations through t h e  acquisition of Fern Hill by MSD, that 

Fern Hill should negotiate for its economic interests with that 

agency if and when the acquisition occurs. 

SUMMARY 

The Commission, after consideration of the evidence of record 

and being advised, is of t h e  opinion and finds that its original 

Order of March 20, 1985, should be affirmed in its entirety. 

I T  IS THEREFORE ORDERED that the Commission's Order of 

March 20, 1985, is affirmed in its entirety. 

Done a t  Frankfort, Kentucky,  t h i s  3rd day of Septenber, 1986. 

PUBLIC SERVICE COMMISSION 

ATTEST: 

Executlve Director 
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